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Mr. Chairman and Members of the Committee, it is a pleasure to appear before 
you today to discuss the series Of measures the Administration has taken in 
response to the invasion of Afghanistan by armed forces of the Soviet Union. 


we regard this hearing as an important opportunity to set the record straight 
~-to discuss the nature of the events surrounding Administration policy, to 
separate the rhetoric from the facts, and to report the impacts of our policies 
on the USSR and on the U.S. food and agricultural sector. 


The facts are indisputable. Late last December, Soviet troops launched an 

invasion of Afghanistan. On January 4, the President announced a series of 
sanctions against the Soviets to signal just how serious we considered their 

breach of international law and world stability. Of these, probably the most 
important to the Soviet economy were the agricultural trade restrictions affecting 
most agricultural exports to the USSR beyond the 8 million tons of wheat and corn 
we were committed to supply under the U.S.-USSR Grains Agreement. U.S. exports 

to the USSR would have been about $4.8 billion in calendar year 1980 in the 

absence of the sanctions; about $4 billion of that would have come from agricultural 
exports. 


To meke abundantly clear how we regarded the Soviets' flagrant departure from 
the norms ot Civilized behavior, we disrupted our most important economic and 


cultural ties with them. In communicating to the Soviet Union that such an 
aggressive act could not be taken without a commensurate price, the Soviets were 
surprise he at our willingness to disrupt normal trade, business and cultural 

ns} 


relationships. The strenyth or the reaction of the United States and our allies 
could not have been anything but a powerful deterrent. Therefore, the success 

of this policy is measured not only in terms or economic impact, but more 
importantly in terms of the unmistakable political message of our actions 

and those of our allies. 


But the economic sanctions were more than symbolic. Their impact on the 

Soviet people and economy have been signficant. Thirteen million tons of U.S. 

corn exvorts and 4 million tons of wheat exports were suspended from shipment to 
the Soviet Union. Our sales to the Soviet had gone beyond the traditional purchases 
of grains. For the first time, the Soviets had made significant purchases of 
soybeans and products and poultry meat. A series of major pork purchases also 
seemed likely. These, too, were haited. The sale and export of phospnates 

used in the production of fertilizers were also pronibited. 


As a result of the suspension, the value of agricultural exports to the 

Soviet Union will now total about $1.1 biliion this calendar year instead of the 
$4 billion in prospect, and will be attributable mostly to the §& million tons of 
wheat and corn the U.S. remained willing to sell in order to maintain our inter- 
national commitments. 


5705 1661-80 


2) 


Following the extremely poor i979 feed and forage crop in the USSR, th 
disruptions of trade in agricultural products presented the Soviet leadership 
with problems of a new magnitude which they had not expected. 


The suspension of agricultural exports had 1ts main impact on the important 
—-but vulnerable--iivestock sector of the Soviet economy. Iimroving this sector's 
pertormance and increasing the availability of meat, milk and eggs has been a 
major yoal of Soviet planners and a long-term expectation for Soviet citizens. 
But these expectations presupposed a reliance on the world market for numerous 
agricuitural imports--feedyrains, Ooliseeds, mineral fertilizers and other products 


--for which in many cases, the United States is the world's predominant exporter. 


This reliance during the 1979/80 marketing year was at its peak--the conse- 

quence of the poor 1979 crops in the Soviet Union. They had purchased more than 
ever before in an attempt to minimize the adverse impact of their poor crops. 

With the suspension, the Soviets were forced to take even more restrictive measures. 


The Impacts 


As a result of the sales suspension, a Series of predictable impacts occurred 
in the Soviet Union. The record shows: 


Oo The Soviets, denied about 10 percent of their feed grain 
requirements during the first half of the year, began a massive 
drawdown of precious reserve stocks, leaving them more vulnerabie 
to the extreme variability of their weather patterns and 
fluctuations in their own crop production. 


Oo Barred from unlimited access to the world's largest source of 
grains, they have been forced to search for unprecedented quantities 
of grains and ollseeds from suppliers, buying wnatever quantities 
have been available at premium prices, disrupting their shipping 
schedules and leaving their ports congested as a result. 


Oo The Soviet government took action, adopting measures to increase 
fodder production in 1980, calling for more irrigated pastures and 
making additional passenger cars available to farm workers with good 
performance ail tor the purpose of reducing the "overconsumption" of 
grain. 


Oo In spite of these measures, the Soviets have made adjustments in 
livestock feeding, Siaughtered lighter-weight animals and slowed 
their expansion of livestock herds. 


Oo But, even with adjustments from normal practices, meat and milk 
production have fallen off substantially. June's meat production 
level was reported to be li percent below last year. Overall, meat 
production in the first half of the year has been reported down from 
LTS. 


O Per capita consumption of meat--which Soviet planners had hoped to 
poost to 63 kilos by 1980--has remained about constant. 


o And, recent reports of short supplies of meat and dairy products 
and of consumer disatisfaction with the scarcities have fiitered 
through to the West, and have confirmed the impact of our strategies. 


The Predictions and the Results 


Last January, before this very committee, we made our 
the iikely impacts of the suspension of sales to 
you, Under Secretary Dale Hathaway stated: 


"The Suspension of grain sales to the USSR wiil sharply 
reduce the availability of grain to the Soviet livestock 
industry, especially in the late winter and spring of 1980..... 


We [now] estimate that use of grain for feed during 1979/80 will 
drop at least 5 percent from the pre-suspension forecast. The 
reduction in grain fed will be exacerbated by its concentration 
during the late winter, spring and summer months. This is the 
period when U.S. exports will cease due to the trade suspension 
and when the Southern Hemsisphere produciton is moving into 
position for export. Consequently, the relative shortfall 
during this period will be more severe and may force a reduction 
in hog and poultry numbers. ‘The disiocations caused in transport 
and location of feed supplies aiso may worsen production 
performance. 


Soviet meat production in 1980 could be down signficantly 

£Erom 1979 output. Any downturn in Soviet meat production 
would result in reduced per capita consumption unless orfset 

by meat imports. Meat consumption has staynated at about 57 
kilograms (125 pounds) per capita since 1975, tollowing rapid 
growth during the first half of the 1970's. The prospective 
drop in 1980 meat output could be expected to lower consumption 
roughly by 4 percent and aggravate the concerns of Soviet 
consumers expecting further improvements in meat supplies." 


At that time, we predicted that the Soviets might be able to purchase from other 
suppliers 4 to 9 million of the 17 million tons of grain withheid by the United 
States. 


After reviewing trade data provided by other exporters and completing our own 
assessment of Soviet supply and demand, we now believe shipments of grain to the 
Soviet Union from all sources were intended to reach about 37.5 miilion tons 
between July 1979 and June 1980. 


During the last half of 1979, shipments to the Soviets were about 17 million 
tons. With this level of imports, and drawing heavily upon reserve stocks, 
livestock feeding was probably being maintained in spite of their poor 1979/80 
harvest. If another 20 to Zl million tons could have been shipped during the 
first half of 1980, they probably could nave achieved an higher increase in teed 
use. Thus, they could have maintained--or even expanded--livestock output in 
the wake of their worst crop in four years. 


Because ot the suspension, however, our information indicates shipments to 

the Soviets were only about 14 million tons during the first half of 1980--6.5 
million less than they had expected and about equal to 10 percent of that country's 
requirements of grain for feed over the six-month period. 


As a resuit ot the tighter supplies, the rate of growth in Soviet cattie and 
poultry inventories in the socialized sector appears to have slowed. Preliminary 
cattle numbers on July 1 were but six-tenths of a percent above a year ago, 
compared with increases of 1.2 percent and i.8 percent registered on the same 

date in 1979 and i978, respectively. Poultry numbers were up 2.7 percent, compared 
with a 6.3 percent increase July 1, 1979 and a 7.9 percent gain for the same 

date in 1978. 


Hog inventories on July 1 were 1.8 percent below their Juiy 1, 1979 leveis 
and are likely to remain below year-earlier levels for the remainder or the 
year. 


Preliminary Soviet numbers snow that average slaughter weights for both cattle 
and hogs for slaughter were lower for the first halr of 1980 than for the first 
Batt OLeLa7o. 

Milk production on state and collective farms for January-June 1980 was 4 
percent below year-earlier leveis. Miik cow productivity was 5 percent below 
for the same period, a further indication of feeding stress. 


With fewer animals slaughtered and at lighter weights, Soviet meat output this 
year will be less than the 15.5 million tons produced in 1979 and also in 1978. 

The Soviets themselves reported that in the first six months of 1980, liveweight 
meat output on state and collective rarms was down one percent from a year eariler. 
Pork was down 4 percent, beef down 2 percent and poultry and sheep and goat meat 
up by li percent. Considering the Soviet estimates, we are now predicting total 
meat production to be 15.3 million tons for 1980. Overall, we expect ali of the 
reduction to occur in pork production--which relies most heavily on feed 
concentrates. 


The Soviets have relied on meat imports to complement their supplies of meat. 
Last year, they report imports of 611,000 tons of meat--an unexpectediy high 
amount, far above our earlier estimate of 390,000 tons. As a result of that 
extreme increase in imports, we now believe that meat imports in i980 will reach 
700,000 tons--with the largest increase in meat shipments coming from Argentina 
and Australia. 


But in spite of the Soviets importing a record quantity of meat, citizens of the 
Soviet Union are not likely to see any improvement in their diets. Since 1975, 

the annual per capita consumption of meat has remained near 57 kilograms, including 
consumption of slaughter fat and offais. With no possibility of raising that 

figure this year, the disappointing reality to Soviet leadership is that they cannot 
meet their stated goal of 63 kilos per person in the last year ot the tenth five- 
year plan. They will have to be satisfied to just maintain the status quo. 


More important than these statistics are the implications for Soviet leaders. In 
recent weeks, there have been frequent and unprecedented reports of strikes and 
work stoppages in Soviet motor vehicle plants resuiting from consumer disatisfaction 
with shortages of meat and dairy products. ‘The shortages cited are precisely of 

the products at which the U.S. trade restrictions have been directed. Indirectiy, 
they confirm the impact of the sanctions. 


Cooperation with Other Exporting Nations : 


From the outset, we knew that for the suspension to be fully effective, we 

would have to receive the support of other grain exporting countries. From the 
suspension's earliest days, we have met with the major exporters and, in general, 
received such cooperation. 


Australia, Canada and the European Community have undertaken specific commitments 

to restrain sales to the Soviet Union in order not to replace shipments denied 

by the United States. Argentina has not agreed to restrain sales, but has cooperated 
in monitoring trade flows. 


With the support of other major grain exporting countries in the U.S. suspension 
action vital, the governments of Canada, the EC and Australia have confirmed 
that the measures being taken in concert will be continued as they begin their 
1980/81 marketing seasons. Meetinys for the purpose of monitoring the flow of 
grain to the USSR also proceed, with Argentina continuing to provide information 
on shipments. 


Marketing authorities from several of these cooperating countries continued 

to make some new commitments tor 1979/80 shipment ot grain to the USSR, but 
these have not been inconsistent with our understandings. As for new sales for 
shipment in the 1930/81 season, these have run parallel with our own decision 
to License new Soviet sales for shipment from October 1 through next Séptember. 


1980 Soviet Grain Supplies 


As for the longer-term implications of the sales suspension, the final results 
wili depend upon Soviet crop production, policy decisions and any of a series of 
factors beyond our control. We know, however, in order for the Soviets to rebuild 
stocks, Maintain livestock inventories and output while reducing their high 

level of grain imports, totai 1980 grain production would have to be record 

high. Record production is not the prospect for i980. 


Currently, total Soviet grain production is projected to reach about 210 

Million tons--well above the 1979 harvest of 179 million tons, but far below tne 
record 237 million tons produced in 1978. This year's crop has been a late 

one, aS a cool wet spring and summer have deterred its progress to the point 

that it is becoming increasingly susceptible to early frost. Spring crops 

have already been damaged by hot, dry conditions in certain areas. Even with good 
harvesting conditions though, this year's late crop may jeopardize early fail 
seedings. 


Total Soviet imports of grain are likely to be slightly less than last year--around 
28 million tons--of which some may be used to partialiy rebuild stocks. 


According to last week's Export Sales report, 550,000 tons of U.S. wheat 

and 1.2 miilion tons of U.S. corn have been reported as sold to the USSR under 
the final year of our five-year agreement. In recent technical discussions with 
the Soviets, they confirmed their intention to purchase at least 3 miilion tons 
of wheat and 3 million tons of corn in the final agreement year. We actually 
expect the Soviets to purchase the full 8 million tons allowed to them. 


The balance or the 28-million-ton estimate would have to come from other suppliers. 
Argentina just Signed a Live-year agreement with the Soviets, promising to suppiy 
he Soviet Union with 4 million tons of corn and sorghum and 500,000 tons of 


soybeans annually beginning in 1981. 


The major exporters have agreed to seil only traditional levels of sales to 
the Soviets. Shipments by the cooperating exporters--Canada, Australia and the 
EC--are estimated at around 9 million tons, slightly above the year-earlier 
level. Of the minor exporters, few are able to provide large enough quantities 
to go far in meeting Soviet needs. Still as a group, these countries together 
with Argentina may supply more than a fourth of the Soviet's import needs in 
1980/81. 


With production at 210 million tons and imports of about 28 million tons, total 
quantity of grain availiable to the Soviets next year would be greater than the 
quantity available this year. This would limit major adjustments in the livestock 
sector and would imply some rebuiiding of stocks. 


The Domestic Impacts 


While the suspension affected the Soviets, it also risked serious consequences 

for our own economy--with most of the impact affecting farm prices and farm 
income. We now know the net impact of the embargo on the U.S. farm and food 
sectors was relatively small--substantially smaller than previous and subsequent 
domestic crop supply and demand developments. ‘The most immediate, and virtually 
unavoidable, impact of the suspension fell on producers who sold corn, wheat and 
soybeans at temporarily-depressed prices early in the year to meet other financial 
commitments. 


The potentially much larger, wider-spread impact of the suspension was offset 
by the actions the President directed be taken to minimize the declines in farm 
prices and farm income. ‘The measures we took included assuming contractual 
Obligations for wheat, corn, soybeans and soybean products once destined for 
the USSR, keeping the displaced grains and oilseeds trom collapsing the market; 
making increases in loan rates for wheat and feed grains and modifications in 
the farmer-owned reserve program to encourage producers themseives to isolate 
quantities of grains from the market; making some direct purchases of wheat, 
corn and poultry to help protect prices; continuing aggressive export market 
deveiopment activities and renewing empnasis on longer-term domestic market 
development such as through the use of grain in energy production. 


Despite these actions, there was undoubtedly some impact on the balance of trade. 
After provision is made for changing trade patterns, we estimate that--in the 
absence of the suspension--at most another 4 million tons of feed grain and small 
quantities of soybeans and poultry would have been exported. At most, these 

lost exports were equivalent to 2 percent of the value of our agriculturai product 
exports, which will be up about $8 billion this year, to an ali-time record $40 
billion. 


The added supplies carried over at the end of the 1979/80 marketing year also 
tended to keep farm prices slightly lower than they would have been otherwise. 
However, the actions we initiated after the suspension helped to keep these 
losses to no more than one-half of one percent of gross farm receipts. At the 
same time, however, lower feed grain and soybean receipts to crop producers meant 
somewhat lower feed costs to Livestock producers. 


While difficult to measure, the suspension probably kept food price increases in 
1979/80 about one-tenth of 1 percent iower than they otherwise would have ‘been. 


Farm prices have now rebounaed. However, while the stronger prices are projected 
c Wat 


to boost cash receipts to record levels, we have known since November 1979 tha 
net farm income would decline in 1980. This is attributable to sharply higher 


input prices and abnormally large crop and livestock product production. But to 
understand this year's situation, it is necessary to remember that crop production 
last year was record large--the consequence of very unusual weather during the 
growing season. 


Larger-than-expected crops pushed corn and soybean prices down during the last 
halt of 1979, well before the suspension. Meat animal production became excessive 
late in 1979 and during the first half of 1980, hog and poultry producers, as weil 
as cattle reeders, were losing money. It is the producers in this sector--those 
who produce meat animal and eggs--who are experiencing most of the decline in farm 
income in 1980. 


The Agricultural Outlook 
Recent crop developments are enhancing price and income prospects for U.S. 
agriculture. 


According to our most recent assessment of worid crop conditions, world wheat 
production and consumption are likely to be in close balance. Stocks may 
increase slightly. 


World rice production will increase this year--enough to permit a gain in 
per capita consumption. This is in sharp contrast to last year when both per 
capita consumption and rice stocks declined. 


d coarse grain production is not expected to meet consumption requirements 
for the second year in a row, stocks are likely to fall. 


World oilseed production is also expected to fall short of the world consumption 
level and world stocks will decline. 


World cotton production and consumption will probably be in close balance with 
stocks levels remaining very low. 


But while the rest of the world is generally maintaining or even increasing 

its production this year, weather conditions in this country are precipitating 

the greatest year-to-year decline in agricultural production to take place since 
the 1974 disaster. Our spring-planted crops and hay, in particular, have been 

hurt by July's adverse weather so that these crops may total 431 million tons--down 
69 million tons from last year. 


U.S. feed grain production is indicated to be 197 million tons--compared to 
234 million last year--and below our total use estimate of 219 million tons for 
the 1980/81 season. 


Oiiseed production is indicated to be 59.8 million tons compared to the 72.5 

million tons produced last year. Total use in 1979/80 is estimated at about 64 
million tons and stocks are the beginning of the new season which begins September 1 
are estimated at 13.3 million tons. 


U.S. wheat production, however, is record high and with consumption expected to 
be 62 million tons, stocks should remain about the same. 


In spite of these tacts, we anticipate that we will be abie to meet our domestic 
and export demands for food and fiber without difriculty. We have adequate 
stocks of yrain in reserve and some in government hands. But as a result of 
supply-demand conditions, crops will be soid at significantly higher prices. 
Those producers who have grains in reserve will be the ones to reap the greatest 
benefits and overall, income prospects for them--and the agricultural sector as 
a whole--have improved. Unfortunately, those in the drought areas wili have 

a difficult year as will most meat animal producers. 


Food prices in 1980 will be up between 8 and 9 percent--a little more than 
expected before the hot, dry weather but well within the range we predicted last 
November before crop prospects were known and before the sales suspension was 
invoked. 


"What If" 


No one can say with any real precision what would have happened had the President 
not taken the action he did to demonstrate to the Soviets our outrage over the 
the invasion of Afghanistan. Certainly, the actions he chose have been effective 
and tar preferable to the military alternatives. 


Looking in retrospect, we can say the decision was a hard one. Yet, we cannot 
say that agricultural producers would have been better off in the long run if 
the President had not acted as he did. Our farm exports will far exceed any 
prior years' records and will approach $40 billion in vaiue this fiscal year. 
The volume of these exports will be 25 million tons above 1979's voiume of sales 
--reflecting sales to our traditional customers such as the Japanese and the 
European Community, but also new customers, including those we have acquired in 
the shifts in worid trading patterns. 


In retrospect, the decisions we made regarding domestic production in the wake 
of the suspension were sound, although at the time, we were seriously criticized 
for not diverting acreage from production immediately after the suspension was 
announced. With weather-reduced supplies this year, some grains once destined 
for the Soviet Union and taken off the market by producers and placed in the 
more-attractive reserve program will be available for sale by the producers 
themselves at sharply higher prices. 


Within the context of the existing five-year agreement with the Soviets, we 
continue to sell grains to the USSR and we anticipate that they wiil continue to 
seek U.S. agricultural products in the future. 


Digressing for a moment, it must be a sobering experience for the Soviet leadership 
to reflect on how long their citizens will be willing to wait for meat on their 
tables which their counterparts in Eastern Europe are already enjoying. It is 
noteworthy that in Poland--where meat consumption amounts to 72 kilos (28 percent 
higher than in the USSR)--a wave of strikes and work stoppages over increased 

meat prices is sweeping the land. It is not inconceivable that the Soviets--who 
know far better than we do the weaknesses and shortcomings of their system--might 
decide that living with the suspension is just not worth the price. We hope they 
would come to that conclusion soon. 


But without the proper Soviet response, talk of lifting the suspension raises 

some important questions. First of all, it would communicate to the Soviets 

that we do not mean’ what we say--that for the sake of commercial gain, we acquiesce 
to their challenge to world peace and security. 


We do not intend for that to happen. 


Lifting the sales suspension would not improve conditions in the agricultural 
sector. As I pointed out, market conditions reflect how supplies relate to demand 
for them. With our production down and with our exports already moving at about 
capacity, no market benefit can be derived while the political repercussions 

would be severe. 


Indeed, 1£ we were to lift the suspension and if the Soviets were to turn 

back principally to the U.S. market, we could find increased world demand for 
feed grains--which would aggravate an already-tight supply situation--and reduced 
world demand tor food grains--of which we have plenty for export. 


Consumers would not benefit from an end to the suspension Since it has had ne 
appreciable arfect on rood prices either way. 


a 


5 


{ 


Given all the facts in the matter and the time to look back, the sales suspensio 
to the Soviet Union appears to have been the right decision. It has strained the 
Soviet leadership's credibility in the sense they have not been able to live up 
to their promises to their own people. It has cost them financially and added 
inconvenience. While it required that our own agricultural policies and programs 
be tested under strain, it proved them sound. 


ry 


t 


The crucial message of our trade and cultural restrictions, however, does not lie 
in their precise measurement. Instead, the message is that the United States, 
committed to world peace and stability, could not continue to do business as 
usual with the Soviet Union. We are meeting our responsibilities. 
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Table 1—U.S. agricultural trade balance, 1972/73-1979/80 





Year beginning October l 
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